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Good morning Mr. Chairman and Members of the Agriculture Subcommittee on General 
Farm Commodities and Risk Management.  My name is Greg Burger, and I am president 
of Farmers Crop Insurance Alliance, located in Eau Claire, Wisconsin.  We are owned by 
Farmer Alliance Company of McPherson, Kansas.  I appear here today in my capacity as 
Vice Chairman of the American Association of Crop Insurers (AACI).  
  
On behalf of the Board of Directors and members of AACI, I want to thank you for 
scheduling this hearing.  It comes at a very critical time for the federal crop insurance 
program.  Although the program has grown considerably and enjoys broad based support 
among farmers, ranchers and growers for providing improved risk protection, there are 
some misconceptions and challenges that need to be more fully researched and 
understood.  My testimony will address each of these aspects of the modern federal crop 
insurance program. 
  

The Federal Crop Insurance Program Is a Success 
  

While congressional support for the federal crop insurance program historically has been 
strong and consistent, the Committee is to be specially commended for development and 
adoption of the Agricultural Risk Protection Act (ARPA) of 2000.  ARPA provisions 
were designed to encourage farmers to buy higher coverage in decisions regarding risk 
protection and management.  We believe ARPA is proving to be a success story and the 
Committee should be proud of this effort on behalf of all farmers, ranchers and growers.   
  
USDA’s crop insurance program participation data as reported by the Risk Management 
Agency (RMA) confirms our belief regarding the value and contribution of ARPA to 
building a quality risk protection and management program for American farmers.  For 
the first time, total premium was reported to have reached the four billion dollar mark in 
2004, slightly exceeding $4.1 billion.  The average annual total premium for the four 
years since the passage of ARPA is reported to be more than 50 percent larger than the 
same statistic for the four preceding years.  Net acres insured in 2004 are reported to have 
exceeded 221 million.  Annually, the RMA data indicate that net acres insured have 
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averaged more than 13 percent greater since ARPA than for the four-year period leading 
up to it.           
 

The Federal Crop Insurance Program is the Envy of the World 
  
It has taken not only years, but decades to have the federal crop insurance program attain 
the current levels of participation and benefit for American farmers.  And, while certainly 
there is room and opportunity to continue improving the program, today it stands second 
to none as a world-class agriculture risk protection and management tool.  In fact, other 
countries such as France have begun to research the program and are even starting their 
own crop insurance program.  In this connection, it is noteworthy to recall that a WTO 
panel apparently ruled that the U.S. crop insurance program did not suppress prices.  This 
revelation becomes yet another reason the Committee should be proud and protective of 
the federal crop insurance program that they have created. 
  
A lot of people have contributed to the development and evolution of the modern crop 
insurance program, however, no effort has been greater than that made by Congress and 
members of this Committee.  On behalf of the AACI membership and the farmers, 
ranchers and growers we serve, I want to take this opportunity to thank you for your 
support of a quality risk protection and management program.  Given the natural and 
global market elements they work and live with every day that are beyond their control, 
America’s farmers, ranchers and growers deserve the certainty and predictability of the 
risk management program you have provided.          
 

All Federal Crop Insurance Program Gains Are Now At Risk 
 
In spite of all the progress we have made over the last few years and despite the 
tremendous boost the program was given when you enacted APPA in 2000, the crop 
insurance program is now at great risk.  A number of initiatives taken by RMA could 
destroy in a few years all the gains made over the last 25 years.   
 
RMA’s initiatives fall into these categories: 
 

1. RMA is on a mission to push through a premium reduction program that 
will discriminate against small farmers and create chaos in the 
marketplace. 

2. Additional paperwork and regulatory burdens put on the private sector by 
the 2005 SRA and other USDA regulations are making the crop insurance 
program more difficult and costly for the private sector to deliver. 
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 The RMA’s Efforts to Force a Premium Reduction Program Upon the Crop 
Insurance Industry are Inherently Discriminatory Against Small Farmers 

 
Since December 2002, RMA has been on a mission to force premium discounting on the 
Crop Insurance Delivery System.  They have used an outdated section of the crop 
insurance law enacted in 1994 when reimbursement for delivering crop insurance was 
almost 32% of premium, to impose premium discounting on an industry that is now 
reimbursed at a rate of only 21%.  They have taken this section of the law, Section 
508(e)(3) of the Federal Crop Insurance Act and read it in a vacuum, ignoring all other 
provisions of law.  They have made no attempt to insure that the premium discounting 
company is not discriminating against small farmers.  They are ignoring their own 
regulations, which require that a company that offers insurance in a State must offer it to 
all eligible farmers in a State.  They are ignoring the Standard Reinsurance Agreement, 
which requires that companies do extensive training of loss adjusters. 
 
RMA is misrepresenting the plain meaning of the law by saying that the law requires that 
they implement a PRP rule this year.  The law does not require any such thing.  If they 
cannot devise a rule that does not discriminate against small farmers and a rule that meets 
all of their other rules, limitation and procedures, they should not issue a final rule. 
 
We have heard that in briefings of Congressional Staff, RMA has represented that they 
must finalize the rule because the companies are clamoring for it.  Nothing could be 
further from the truth.  Several companies did apply for a PRP program last year in order 
to meet the unfair competition of the one company that was approved for discounting.  
However, this was done only as a defensive strategy.  All of the established companies 
that deliver the program are strongly opposed to the PRP.  Only the one small start-up 
company that is now allowed to offer premium discounts favors the rule.  I believe the 
comments filed on the proposed PRP rule will bear this out. 
 
In the comments filed by AACI’s counsel, which are attached as Appendix A), the 
following major points were made. 
 

1. When the proposed rule is considered in the context of RMA’s record, 
it is blatant discrimination. 

2. RMA ignored the history and purpose of the crop insurance program 
in approving and operating the current premium discount program. 

3. The approval of a premium discounter’s application in 2002 was a 
violation of established law and regulations. 

4. RMA never took any action when the original basis of its premium 
discount approval proved to be false and is compounding this 
negligence in going forward with the proposed rule. 

5. RMA has consistently refused to acknowledge the fact that their PRP 
program will force crop insurance agencies that serve small farmers 
out of business unless they discriminate. 

6. The proposed rule’s impact is inherently discriminatory and could 
subject USDA and the industry to massive class action lawsuits. 
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7. The rulemaking process has generated many comments, and we are 
very concerned that RMA does not have time to develop program 
procedures and oversight of the PRP program for the 2006 crop 
season. 

 
We wish to emphasize this last point.  Public statements by RMA management indicate 
that they are making a sham of the rulemaking process.  In a meeting with the industry on 
April 19, RMA Associate Administrator, David Hatch, stated that the agency would 
implement a rule allowing premium discounting by July 1, 2005.  Therefore, we appeal to 
Congress to direct RMA to halt the sham process until there can be a thorough 
investigation of the discriminatory conduct of the current premium discounting program. 
In our comments on the sham nature of RMA’s conduct, we made the following points: 
 

1. RMA approved the original premium-discounting program with no 
protections against discrimination and without adequate disclosure to 
the Board.  

2. RMA has repeatedly ignored industry complaints about the 
discriminatory and predatory nature of the current premium discount 
program. 

3. RMA sought to go forward with a national premium-discounting 
program in 2004 and suspended its efforts only when forced by the 
FCIC Board to conduct a notice and comment rulemaking process.  

4. RMA has already made a decision that it will go forward with its PRP 
program regardless of the comments received in the rulemaking 
process, thereby rendering the process a sham. 

5. RMA is ignoring the views of the entire crop insurance industry that 
has served the nation’s farmers for many years in favor of the one 
premium discounting company, and comments of agents and 
customers of this one company. 

6. RMA does not have the resources to prevent predatory and 
discriminatory practices under a PRP program.  Thus it would create 
chaos in the marketplace. 

 
In our efforts to demonstrate why a premium-discounting program will force crop 
insurance agencies to discriminate against small farmers or go out of business, we have 
tried to get RMA to focus on the actual books of crop insurance agencies.  They have 
refused to do so.   
 
Therefore, we have attached as Appendix B data from the Sherry Wegner Agency in 
Glasscock, Texas.  It shows that the agency’s average cost of serving a federal crop 
insurance policy is approximately $300.  It is undisputed in the industry that it is just as 
expensive to service a small policy as a large one.  The Wegner Agency has provided a 
printout of the actual policies sold by the Agency, with the names of policyholders 
deleted for privacy reasons.  If you will focus on the next to last column on the page, you 
will find the actual commission paid to the Agency.  This data demonstrates that many of 
the commissions paid are substantially below $300.  In fact, 58% of them are less than 
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$300.  The Wegner Agency remains profitable because it has some larger policies.  
Clearly, if a premium discounter is allowed to cherry pick the larger and more profitable 
policies of the Wegner Agency, the Agency will no longer be able to sever small farmers.  
It would go out of business. 
 
It is this business reality that we have never been able to get RMA to address.  We 
appeal to Congress to help RMA understand it. 
 
RMA’s response to our concerns about discrimination may be that the proposed rule does 
have some language that prohibits discrimination.  However, we believe that RMA has 
already demonstrated its unwillingness to enforce this new language by its record of 
allowing discrimination under the current premium-discounting program.  Moreover, as 
several comments on the proposed rule have pointed out, RMA does not have the 
extensive resources that would be required to enforce such a rule. 
 
Just as important, no rule can trump the laws of economics.  No rule can address the 
simple statement of reality demonstrated by the data provided by the Wegner 
Agency.  A premium-discounting program will make crop insurance unavailable to 
thousands of the nation’s small farmers. 
 

Soybean Rust is a Concern 
 
As a new crop peril, soybean rust is cause for considerable concern across the crop 
insurance industry.  And the industry is, in fact, very concerned about soybean rust, 
especially given what is known about its destructive potential. 
 
For crop insurance companies, the primary task is one of reducing the level of confusion, 
especially among its farmer customers and agents.  Many situations can create confusion 
in the crop insurance industry, but the questions and issues accompanying soybean rust 
thus far are serving to magnify the level that could usually be expected. 
 
With any peril, but especially in the case of a new peril like soybean rust, the primary 
objective of insurance companies is to develop an accurate understanding among its 
customers regarding coverage or protection provided by each policy option.  
Additionally, policyholders need to know the requirements for policies to remain in full 
force to avoid any potential misunderstandings in the unfortunate event where a loss 
triggers the filing of a claim.  Toward this objective, companies are conducting a variety 
of educational opportunities, including agent training sessions, customer meetings and 
customer direct mail communication to help assure farmers have a full and complete 
understanding of the approved and required practices concerning soybean rust 
management.        
 
I want to assure the Committee that insurance companies are doing everything we know 
to do to eliminate confusion on the part of farmers and agents regarding the interface of 
soybean rust and crop insurance.     
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Fraud Identification and Control is Improving 
  
No one in the crop insurance industry condones fraud.  This committee supported 
legislation that has assigned greater attention and resources to researching and ending 
fraud.  RMA and the administration have acted aggressively with emphasis on data 
mining and other means to identify and punish instances of fraud.  While, in all 
likelihood, all fraud has not been stamped out, although that certainly does not make the 
federal crop insurance program unique in that respect, the general environment is greatly 
improved and continues to get better.  That is our opinion and we thought it should be 
stated publicly. 
  
Images, especially bad images, seem to be easily perpetuated.  Paraphrasing a modern 
slogan, this crop insurance program is not your old crop insurance program.  Things have 
changed.  Oversight has improved.  Research and technology is better.  The incident of 
fraud is much less.  We encourage the RMA and administration to highlight and promote 
these changes in an effort to create the proper image of the modern federal crop insurance 
program.  All parties with an interest in the value and utility of the program will benefit 
from the result, especially the farmer who desperately needs the program to be the best it 
can be.    
 
Our concern at the membership of AACI is that RMA has instituted so many rules and 
regulations because of the fraudulent acts of a few that the honest producer is 
overwhelmed with procedures and vulnerable to severe penalties. 
 

Additional Paperwork and Regulatory Burdens Are Making the Program More 
Difficult and Expensive to Deliver 

  
Problem definition:  To implement the Federal Crop Insurance Act – which includes 
provisions intending to help control, reduce and eliminate fraud, waste, and abuse in and 
of the crop insurance program – RMA, working with the authority granted by the FCIC, 
has developed and finalized certain critical changes to the Basic Provisions for the 2005 
crop insurance year.  In addition, RMA made other regulatory changes in the new 
Standard Reinsurance Agreement (SRA) that was adopted in 2004.   
  
While no one condones fraud, waste, and abuse, some of the regulations adopted by 
RMA are excessively rigid and can result in punitive damages.  For example, some of 
the changes do not adequately allow for or accommodate common, unintended 
mistakes and errors of data entry by either farmers or agents and companies, even 
when there is no adverse pattern of practice.  Nonetheless, under the new provisions, 
these everyday innocent clerical mistakes would result in substantial penalties at claim 
filing.  The implementation and administration of these regulations, especially after the 
changes made in 2004, are reaching the point of being overly burdensome and wasteful.  
Industry resources, both human and capital, are already stressed as a result of the 
increasing complexity of the insurance program of crop and livestock enterprise risk 
management.  Additionally, the changes establish a discriminatory relationship between 
USDA agencies regarding the treatment of farmers.  For example, reporting errors in the 

6 



Farm Service Agency (FSA) records, when discovered, are simply corrected.  However, 
reporting errors in RMA records are not correctable in some instances and penalties can 
be assessed.  This development is occurring in spite of the fact that ARPA called for 
greater cooperation and reporting and record consistency between the two agencies.   
 
 These paperwork and regulatory burdens are too extensive to discuss here, so I 
have attached them as Appendix C. 
 

RMA Made Unwarranted Cuts in Compensation in the 2005 SRA Based on a 
Misuse and Suppression of Data 

  
At the time that RMA released its proposed new SRA, we were told that it was based in 
part on a study done by Milliman USA under a RMA contract. 
 
On March 3, 2005, RMA Administrator, Ross Davidson, appearing before the House 
Agriculture Appropriations Subcommittee said the Milliman work concluded the industry 
received an “average rate of return of 15.8 percent over the years 1989-1002 when the 
average reasonable rate of return was only 14.0 percent.” 
 
Both the private industry and Congress have tried unsuccessfully to obtain this study.  
The private sector filed a request under the Freedom of Information Act (FOIA) on April 
27, 2004.  Members of this Committee, Mr. Peterson and Mr. Pomeroy, requested a copy 
of the study in a hearing held on July 21, 2004.   
 
A year later, we still do not have the complete study.  We received only part of three of 
the 28 Milliman reports.  In the reports we received, there were serious deletions.  We 
had stipulated that private confidential business information should be redacted.  
However, we do not believe wholesale deletions of entire sections of 140 pages are 
appropriate.  We have appealed RMA’s actions, but our efforts have been stonewalled.   
 
We ask that this Committee join us in demanding that RMA cease the suppression of this 
information for which it paid over a million dollars in taxpayer money.  
 
Upon reading the partial report that RMA finally released to us, it becomes abundantly 
clear the authors repeatedly qualified one particular statement referenced at the March 3, 
2005 hearing by the RMA Administrator.  The following quotes from the November 11, 
2002 Milliman USA report to RMA on Historic Rate of Return Analysis are noteworthy 
as well as instructive:  
  

 “Thus, while MPCI insurers have earned a return somewhat in excess of the cost 
of capital, the returns are somewhat volatile as evidenced by the fact that in the 
single catastrophe year, the overall rate of return was -15.6% (negative 15.6%).  
In fact, we would caution against drawing any strong conclusions on the adequacy 
or excessiveness of the historical returns based on a sample of thirteen years of 
data, in light of the fact that only one of those years is a catastrophe year.  Had 
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there been a second catastrophe year in the sample similar in magnitude to 1993, 
the average return over the period would have been below 14%.”  [Pages 4-5] 
  
“We caution that actual returns could deviate significantly from the expected 
returns because of unexpected events.  Therefore, a better measurement of 
whether providers have been reasonably compensated is by comparing mean 
values over the sample period, and by observing the pattern of difference between 
actual and reasonable rate of return. … As can be seen in the table (Table 13, 
Page 37), the actual rate of return is 1.8% larger than the reasonable rate of return 
for all years, however, the standard deviation of the difference is 10.2%.  Given 
the magnitude of the standard deviation, the difference does not appear to be 
statistically significant.  (Emphasis added)  In addition, as noted earlier, this 
result is quite sensitive to the occurrence of catastrophe years in the sample 
period.  For example, if there had been a second catastrophe year equivalent 
to 1993 in this sample period, the historical return would have been below 
13.7%.”  (Emphasis added) [Pages 37-38] 
  
“As with most lines of insurance that have a significant catastrophe exposure, 
insurers expect to earn significant profits in non-catastrophe years and significant 
losses in years with catastrophes.  As a result, average returns over relatively short 
sample periods are not necessarily indicative of the long-term pattern of returns.  
Given the experience in multi peril crop insurance over the past 13 years, we 
would suggest that the historical returns reported herein would tend to overstate 
long term returns if the frequency of catastrophes is greater than one in thirteen 
years, and understate such returns if the frequency is lower than one in thirteen.” 
[Page 38]       

  
In fact, the years selected for the study, 1989-2001, were carefully picked.  If the 
years 1988 and 2002 had been included, the result would have been vastly different. 
For 1988, a major drought year, the loss ratio was 2.41, the largest in the history of 
the program.  And 2002 was a major loss year with a loss ratio of 1.39.  Thus, RMA 
skewed the result of their study by picking a period in which crop insurance has a 
loss in only 1 of 13 years (1989-2001), rather than a more representative period of 
1988-2002, when crop insurance experienced a loss in three of fifteen years. 
 
Another subject that is important in any profit analysis is the expense side of the 
equation.  The November 11, 2002 Milliman USA report addressed this subject also.  
Below are several important expense related statements from that report. 
  

“…the FCIC (Federal Crop Insurance Corporation) compensates insurers for the 
cost of selling and servicing the coverage through the payment of an 
administrative and operating (A&O) subsidy.  This A&O subsidy is intended to 
cover all costs associated with the sale and servicing of crop insurance policies, 
excluding, of course, losses.  This raises at least two important issues as regards 
profitability analysis.  First, depending on the level of the A&O subsidy relative 
to actual incurred expenses, there may be a profit or a loss to insurance providers 
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attributable to the subsidy itself.  Second, when evaluating crop insurance expense 
ratios relative to expenses for other lines of insurance, it is imperative to adjust 
the ratios to put them on a comparable basis.”  [Page 10] 
  
“First, and perhaps most important, the GAO concluded that an expense 
reimbursement equal to 24% of premium would be reasonable in light of their 
audit of actual company expenses.  Currently, the SRA (Standard Reinsurance 
Agreement) provides for an A&O subsidy ranging from 21% to 24.5% of 
premium, depending on the fund and plan of insurance.  As a consequence, 
assuming expenses as a percent of premium have remained constant over time, 
the current A&O subsidy would not be viewed as excessive, regardless of the 
historical levels of the subsidy.”  [Page 12] 
  
“Second, we found several of the GAO conclusions and recommendations 
inconsistent with the objective of delivering multi peril crop insurance through the 
private sector.  For example, expenses related to acquiring a competitor’s book of 
business, or paying incentive compensation to employees, are parts of the cost of 
doing business in the private sector.  If crop insurance is to be delivered though 
this mechanism, then insurers will have to compete for resources to support crop 
insurance on the same terms as would any other business activity.”  [Page 12] 
  
“Finally, the GAO statement that the expense reimbursement could be reduced in 
the future because crop prices and premiums will increase must be considered in 
light of several facts.  First, a substantial share of insurer expenses is directly 
dependent on premium.  Agents’ commissions, which represent a significant 
portion of expenses (more than half according to the GAO report), are usually a 
fixed percentage of premiums.  As to other expenses, a substantial portion of 
these are related to employment costs, which tend to increase faster than the 
general level of prices.  Finally, premium increases may reflect expected loss 
increases, which in turn might result in higher loss adjustment expenses.  This is 
especially true for the introduction of new types of coverage such as revenue 
assurance.  Thus, it is unclear whether increases in the average premium per 
policy would be sufficient to offset the cost increases associated with higher 
expenses for labor costs.”  [Pages 12-13] 
  
“In contrast to the GAO report’s suggestion that the A&O subsidy has exceeded 
actual expenses, there are data from insurer annual statements that indicate the 
opposite – that is, that the expense reimbursement has fallen short of actual 
expenses.  These data are available for MPCI for all years from 1992 to the 
present, from the statutory financial reports insurers file with regulators.”  [Page 
13] 
  

We believe research of this nature is very important and can be useful in developing 
improved insights and understandings of the crop insurance industry.  However, taking 
information out of context and attempting to have interrelated findings stand-alone helps 
create and perpetuate misconceptions—in this instance about the rate of return in the crop 
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insurance industry.  Other than the pages redacted by USDA, the referenced Milliman 
USA report is attached as Appendix D. 
   

 
Justice Department Ruling 

  
The final source of industry concern and stress that I will present today relates to the 
process followed by the government in developing the most recent Standard Reinsurance 
Agreement (SRA).  Previous SRAs had been developed using what everyone knew to 
include real negotiation activities and efforts.  Unfortunately, for the last SRA, which was 
completed in July 2004, RMA apparently requested and the Department of Justice (DOJ) 
provided a ruling that disallowed the continuation of real negotiation activities and 
efforts.  Absent true negotiations, companies were left without any traditional means of 
participating in the SRA development process.  As a result, companies were forced for 
the first time to seek congressional involvement in the SRA development process.  While 
the industry definitely appreciates any and all opportunities to work with Congress, the 
approach did not provide true negotiating opportunities.  In general, the lingering 
impression by the industry is that something important may have been lost—a true 
partnership.  If that is the case, there is ample reason for the continuing concern about the 
ruling.           

Administration Budget Proposal  
  

The President’s FY06 budget regurgitates a series of crop insurance proposals and 
policies that have either been tried in the past and found wanting or have been proposed 
in the past and have been rejected.  Two wrongs do not make a right.  The President’s 
budget would take the crop insurance program in the wrong direction.  For example: 
  

• The President would require farmers who receive farm program payments to 
purchase crop insurance – otherwise know as mandatory linkage.  The proposal 
actually COSTS some $200 million annually.  The general notion behind the 
proposal is that if farmers are required to purchase crop insurance, demand for ad 
hoc disaster payments would decrease.  The 1994 crop insurance reform act 
required mandatory linkage.  It lasted exactly one year before Congress chose to 
undo it as some farmers balked at the requirement.  Some farmers, given their risk 
profile, choose to self insure.  Moreover, demand for ad hoc disaster payments is 
generated usually from areas with high crop insurance participation that also 
suffer from unusually high losses or a series of back-to-back losses – not lack of 
participation.  Participation in the crop insurance program has never been higher 
than today!  

  
• In order to pay for the cost of mandatory linkage, the President proposes to 

increase the cost of buying insurance by reducing farmer premium subsidies at all 
levels of coverage, saving some $175 million annually. This will force farmers to 
purchase higher deductible insurance policies as the cost of insurance increases.  
If the goal is to reduce demand for ad hoc disaster payments, then forcing farmers 
to purchase higher deductible insurance policies makes no sense.  The 
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Agricultural Risk Protection Act of 2000 INCREASED incentives to purchase 
higher coverage levels.  This proposal starts to undo that act.  

  
• Finally, in order to generate budget savings the President’s budget proposal would 

decrease the payments made on behalf of farmers to deliver the crop insurance 
program.  Similar proposals have been made by the President in the past and 
rejected by Congress.  In fact the crop insurance industry negotiated in good faith 
with the Administration last year to reduce federal costs to deliver the crop 
insurance program without impacting service to farmers.  Some $30 million 
annually is now being saved because of that negotiation.  The President’s 
proposals go well beyond that good faith negotiation, attempting to cut another 
$140 million or so in delivery expenses.  Service to farmers would significantly 
degrade if these proposals were enacted.  

  
The crop insurance program has been successfully growing over the past 5 years to 
become the premier risk management tool for American farmers.  The President’s budget 
proposals would undo this success.  The proposals have been rejected in the past, they 
should be rejected again! 
 
 

It is Time for a New Beginning 
 
It is most unfortunate that I had to come before the Committee today and recite what is 
wrong with the administration of the crop insurance program. Over the 25 years of this 
program, we have had to overcome serious obstacles and setbacks to achieve the current 
program. However, during this time RMA management worked cooperatively with the 
industry to improve the program. Now, we in the private sector feel that we are always 
trying to fight off new RMA program changes that would seriously undermine the 
program. Thus, we are going backward rather than forward for the first time in the 
program’s history. If this is allowed to continue, the crop insurance program that farmers 
rely on will ultimately be destroyed. We ask the Committee’s help in restoring forward 
momentum to the crop insurance program. 
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Appendix C 



Examples of RMA’s Regulatory Excess 
 
Additional Paperwork and Regulatory Burdens Are Making the Program More  
Difficult and Expensive to Deliver 
  
Problem definition:  To implement the Federal Crop Insurance Act – which includes 
provisions intending to help control, reduce and eliminate fraud, waste, and abuse in and 
of the crop insurance program – RMA, working with the authority granted by the FCIC, 
has developed and finalized certain critical changes to the Basic Provisions for the 2005 
crop insurance year.  In addition, RMA made other regulatory changes in the new 
Standard Reinsurance Agreement (SRA) that was adopted in 2004.   
  
While no one condones fraud, waste, and abuse, some of the regulations adopted by 
RMA are excessively rigid and can result in punitive damages.  For example, some of 
the changes do not adequately allow for or accommodate common, unintended 
mistakes and errors of data entry by either farmers or agents and companies, even 
when there is no adverse pattern of practice.  Nonetheless, under the new provisions, 
these everyday innocent clerical mistakes would result in substantial penalties at claim 
filing.  The implementation and administration of these regulations, especially after the 
changes made in 2004, are reaching the point of being overly burdensome and wasteful.  
Industry resources, both human and capital, are already stressed as a result of the 
increasing complexity of the insurance program of crop and livestock enterprise risk 
management.  Additionally, the changes establish a discriminatory relationship between 
USDA agencies regarding the treatment of farmers.  For example, reporting errors in the 
Farm Service Agency (FSA) records, when discovered, are simply corrected.  However, 
reporting errors in RMA records are not correctable in some instances and penalties can 
be assessed.  This development is occurring in spite of the fact that ARPA called for 
greater cooperation and reporting and record consistency between the two agencies.   
  
Problem impact:  As a result of these regulations, farmers can lose significant amounts of 
insurance coverage even when there is no intent to commit fraud, waste or abuse.   This 
will cause immediate financial harm and there will be a reduction in confidence in and 
acceptance of the risk management program by farmers and their lenders.   
  
Farmers have more and more crop insurance options; farmer use of insurance for risk 
management has grown, often with the encouragement or insistence of lenders, who have 
advocated insurance coverage as a form of loan protection.  An uncertain financial 
situation results if planned coverage does not materialize when needed because of 
extreme penalties resulting from inadvertent and unintentional errors on the insurance 
policy. Loan collateral will have changed which changes the relative position of lenders; 
this creates a very uncertain financial situation.   

  
In the meantime, valuable industry resources in terms of both time and money will be 
consumed, some would say wasted, implementing excessive, burdensome and 
cumbersome regulations that are, in many respects, draconian in nature or simply silly.  
At the very least, these regulatory changes to the Basic Provisions are likely to constrain 



further expansion of the program as a risk management tool, if not serve to actually 
reduce the incidence of its use.  It is a concern that these problematic changes have been 
made in spite of an overwhelming number of industry comments describing the potential 
negative impact and related shortcomings. 
  
Problem examples:  The following examples are presented to illustrate how key changes 
made by RMA will impact insured farmers.  The concerns arise from the inability, as set 
forth in regulation, for either the insured (farmers) or the agent and company to correct a 
policy record at the time of the discovery of an error, whenever that occurs, in order to 
keep the coverage in effect, as originally contracted, to provide the risk protection as 
originally planned.  A complicating factor is that in certain instances RMA uses earlier 
reporting dates than does FSA.     
  
1.  Entity Reporting Requirement—the recording of a farm name and farm ownership 
structure (individual, partnership, or corporation).  
  
RMA Rule:  An error in reporting an entity’s ownership type or tax identification 
number will result in reduction of A&O reimbursement if not corrected by the sales 
closing date and voidance of the policy if not corrected by the acreage reporting date. 
  
Concern:  A reduction in the A&O reimbursement for misreporting the entity type or tax 
identification number that is corrected more than 30 days after the sales closing date but 
prior to the acreage reporting date would result in penalizing the insurance provider and 
the agent – even if the error was made by the insured.  This is treating the insurance 
provider and ultimately the insurance agent unfairly for incorrect information that is 
beyond their control. 
  
RMA Rule:  A policy shall be voided if the entity type or tax identification number is 
discovered to be incorrect after the acreage reporting date. 
  
Potential effect of the penalty for errors in reporting tax identification numbers: 

  
Example 1:  Applicant is in the insurance agent’s office and realizes that he does 
not have his wife’s Social Security number with him.  He calls home and she 
gives it to him over the phone.  He writes it down on the Substantial Beneficial 
Interest (SBI) reporting form and transposes two numbers.  His wife does not 
notice that the 1 and the 7 are reversed when she reviews the policy paperwork.  
They have a loss on the policy and it would be voided because her tax 
identification number contained a simple and explainable error.   
  

While there is an opportunity to correct an “obvious” transposition of numbers, the 
definition of obvious is not known nor is it known who makes this decision.  In all 
likelihood, the transposition of digits that make up a social security number will not be 
identified as an obvious error for a very obvious reason—the correct order will simply 
not be known thus a visual inspection can not detect an incorrect ordering. 

  



There is also no allowance for a data entry error, such as mistaking a “3” for an “8”, if it 
is not corrected by the Acreage Reporting Date. 

  
Example 2:  Robert has the Power of Attorney to do crop insurance business for 
his aunt who is in a nursing home.  Six years ago he applied for crop insurance for 
his aunt and provided her Social Security number as required.  The number has 
been masked on nearly all paperwork for privacy reasons.  In 2005, there is a loss 
for the first time on the aunt’s policy.  It is discovered at loss time that the Social 
Security number for the aunt was entered wrong by the insurance company and 
went unnoticed by Robert.  There is no coverage in place because the policy is 
considered void as a result of an error in the TIN. 

  
Concern:  Voiding a policy is far too severe a penalty unless the misreporting was 
intentional and part of a pattern of practice. 
  
It would seem more reasonable to identify intention for the purposes of assigning 
penalties by determining whether there is a potential gain due to the misreporting of 
information. 
  
Losing insurance coverage due to an innocent reporting error may result in a farmer being 
unable to stay in business.  This result will create a public relations problem for crop 
insurance and FCIC, and it would certainly weaken the safety net the crop insurance 
program provides for our agricultural economy.  The seemingly arbitrary penalties could 
cause lenders to rethink their current increasing use of crop insurance as collateral.  Also, 
this experience will increase agent’s E&O exposure. 
  
2.  Substantial Beneficial Interest (SBI) Reporting Requirement—recording of 
persons who have a 10 percent or greater interest in the insured entity.  
  
RMA Rule:  Not reporting a person who is an SBI of an insured entity will result in one 
of two penalties depending on the status of that person.   
  
First, failing to report a person who is an SBI and eligible for crop insurance under the 
Act will result in the insurable interest for the entity being reduced by the share of the 
unreported person. 
  
Beginning in 2005, each person with an SBI, due to direct or indirect ownership, must be 
reported.  For example, assume XYZ Corporation is an insured entity and reports 100 
percent interest in the insured crop.  Further, assume XYZ Corporation is 50 percent 
owned by Partnership A and 50 percent owned by Partnership B.  Partnership A is owned 
50 percent each by Adam and Fred.  Partnership B is owned 50 percent each by Bob and 
Mary.  Under the 2005 Basic Provisions, both partnerships (A&B) and all four of the 
individuals (Adam, Fred, Bob and Mary) who own the partnerships must be listed in the 
SBI.  In this example, each of the four individuals own a 25 percent indirect interest in 
XYZ Corporation, therefore all four are said to be an SBI.  The new RMA rule says that 
if an SBI is not reported, the insured share of the entity (XYZ Corp) must be reduced by 



the amount of the share of the unreported SBI.  Thus, failing to report Adam, Fred, Bob 
and Mary, even though the two partnerships A and B are reported, would result in a 100 
percent reduction – the total of the unreported indirect shares of Adam, Fred, Bob and 
Mary.  In this example, XYZ Corporation would have zero insurance coverage. 
  
It is not reasonable to reduce coverage to zero if it can be established that there was no 
potential gain for any of the parties based on the failure to report the entities within the 
entity. 
  
Second, failing to report a person who is an SBI and ineligible for crop insurance under 
the Act will result in voidance of the policy for the corporation no matter how many SBIs 
there are or how many of them are eligible for crop insurance.  
  
Concern:  This rule will be easily misunderstood by farmers, creating a substantial 
number of opportunities for errors that will result in significant penalties and negative 
public opinion.  Unintentional omissions of entities reduce or void the coverage.   
  
3.  Excessive Yields Reporting Requirement—the reporting of actual yields either two 
and one-half times or four times greater than the “T” yield.  
  
RMA Rule:  Any actual yield that is considered to be an excessive yield, as defined by 
the procedure, must be submitted to RMA for approval before it can be reported as the 
effective yield for that year.   
  
If the RMA reviewer determines the records provided as proof of the yield by the insured 
are unacceptable, the approved yield will be removed and all the actual yields reported 
for that crop and county that year will be removed and replaced with an assigned yield.  
In addition, all optional units will be combined into basic units.   
  
However, if the records are acceptable but the RMA reviewer determines the insured did 
not provide adequate evidence or proof as to why the unit produced a yield much higher 
than other units on the policy or surrounding farms, the high yield may be denied.  In this 
event, the excessive yield is removed and replaced with a simple average of the APH 
yield from the other units of the crop on the policy. 
  
Concern:  It is very difficult for an RMA reviewer to be knowledgeable enough about 
growing conditions and farming practices throughout the United States to arrive at an 
informed conclusion as to the acceptability and reasonableness of actual production 
records.   
  
 Insurance providers in the area would be a much better source of review and 
recommendation as to the unit’s ability to have produced the yield in a given year and 
area.  Furthermore, the process as it is today seems to conflict with the spirit of the APH 
procedure which is designed to cover each individual insured, by unit, based on his or her 
actual yields.  The current process unfortunately penalizes insureds that are carrying out 



new or improved cultural practices simply because the reviewers do not know if the unit 
actually produced the reported yield. 
  
4.  Inconsistent Yields 
  
The 2005 Basic Provisions define an inconsistent yield as an APH that is 115 percent 
greater than the simple average of the other APH yields from all other units of the same 
crop (same practice, type, variety and map area) in the same county.  If a database has an 
inconsistent APH and either the acreage planted exceeds 400 percent of the simple 
average of acres reported on the APH database or the acreage in the APH database 
includes two or more years in which the acreage in the APH database is less than 10 
percent of the current years planted acreage, the inconsistent APH will be replaced for the 
current crop year for purposes of establishing the guarantee and premium rate.  To 
replace the APH yield, a simple average of all other APH yields from the county/crop of 
the same P/T/V/TMAP will be used in its place.  
  
Concern:  The problem with this rule is that yield verifiers for the insurance provider 
will not know if acreage tolerances are triggered until after the acres are reported for the 
current year.  Typically the APH yield is updated and an Approved APH Yield is issued 
to the insured prior to the acreage being reported and usually prior to planting.  Once the 
Approved APH Yield is known, the per acre guarantee and the coverage per acre can be 
calculated.  Farmers make marketing decisions based on their expected insurance 
protection.  Also, many agricultural lenders use this information to determine the amount 
of collateral the crop insurance policy represents for lending purposes.  This provision, 
although seemingly targeted at program abuse, could result in more bad public relations 
with farmers and farm lenders. 
  
5.  Indemnity Reduction Factor 
  
RMA Rule:  The indemnity reduction factor will be used to reduce an indemnity on a 
unit if information provided by the insured is found to be incorrect and, when corrected, 
the liability changes by more than 10 percent.  The indemnity payable on the unit, if any, 
will be reduced by the amount of change in excess of 10 percent.   
  
Potential effect of the penalty for misreporting liability by more than 10 percent [Basic 
Provisions for MPCI 6. (g)(2)]: 
  

Example 1:  Producer had 100 percent interest in the crop in section 1 in 2004.  In 
2005 he decides to have his two grandsons farm section 1 for him for a share of 
the crop.  Each grandson insures the crop on his own policy showing a 33.3 
percent interest.  On the acreage report, the grandfather reports his acres but he 
overlooks adjusting his percent of share down to 33.3 percent.  Because he has 
over-reported by 200 percent and there is only a 10 percent tolerance for 
misreporting liability, the grandfather’s penalty in the event of a loss is that he 
gets nothing.  The calculations result in a 190 percent reduction to his loss 
payment.  Under the previous rules the grandfather’s share would have been 



reduced to his actual share when a loss was calculated.  The grandfather has 
nothing to gain by over-reporting his share – in fact, if there is no loss and it goes 
unnoticed, he would overpay premium. 

  
Example 2:  Producer had 50 percent share in the crop last year as a share rent 
arrangement.  In 2005 she is cash renting the ground from the landlord and will 
have 100 percent interest in the crop.  She reports the acres on her acreage report 
but overlooks increasing her percent of share from 50 percent to 100 percent.  In 
the past, if there was a loss she would be paid for only 50 percent of her share (the 
lesser of what was reported or what her actual interest was).  In the case of a loss 
in 2005, she would be paid only 60 percent of the indemnity for the 50 percent 
reported share. She has reported half her actual liability, which is a misreporting 
of 50 percent.  She is 40 percent over the 10 percent tolerance; so her indemnity 
(which is calculated at the 50 percent share she reported, not her actual 100 
percent interest) would be further reduced by 40 percent as a penalty for her error.  
If her loss at 100 percent was $25,000, her indemnity would first be reduced to 
$12,500 because she only reported her share to be 50 percent.  (This seems fair 
because she would only have paid 50 percent of the premium if she had not had a 
loss.)  However, under the 2005 provisions she also would have a further 
reduction of 40 percent bringing her indemnity down to $7,500.  This happens 
because she forgot to adjust her percent of share on her acreage report from 50 
percent to 100 percent. 
  

Concern:  Most reporting errors are discovered at the time of a loss and in most instances 
the error cannot be corrected due to damage having already occurred to the crop; as a 
result the liability cannot be increased.   
  
In these instances, insureds were already being penalized under previous rules because 
they were not eligible for an indemnity on the under-reported liability and any production 
to count from under-reported or unreported acreage was also used as production to count 
against the reported acreage.   
  
The indemnity reduction factor required by 2005 rules that is to be applied on top of this 
will likely result in the insured feeling the policy and procedures are too harsh.  Insureds 
will be upset with the way companies pay claims and could decide that the policy 
structure is undependable – thus not really managing their risk.   
  
Over-reporting of interest share or insured acres have never been in the best interest of 
the insured.  If there is a claim, the interest and acres are reduced to what is determined to 
be correct during the loss adjustment.  If there is not a claim, the insured overpays 
premium.  There were already checks and balances for both under- and over-reporting  
  
The 2005 Basic Provisions will now apply an indemnity reduction factor if the 
corrected liability is changed by more than 10 percent and this will result in a 
double penalty for the insured.   
  



Misreporting crop share is a common reporting error.  As land is purchased or cash 
rented, forgetting to adjust percent of share on a unit could easily result in a 100 percent 
or 200 percent reporting error.  Rarely will crop share reporting errors be within the 10 
percent tolerance.  This would virtually void coverage on the unit.  It is unlikely that there 
would be an intentional misreporting of percent of share to gain some sort of advantage 
that would represent fraud, waste, or abuse. 
  
6.  High Dollar Claims   
  
RMA Rule:  In Appendix IV of the SRA, it is proposed that any claim over $100,000 be 
subject to an automatic review of the APH yield records for the most recent three crop 
years. 
  
Concern:  This is a provision that will have a serious impact on adjusters, agents and 
policyholders.  At the time of a claim, this provision will be a time consuming ordeal for 
adjusters and insureds.  Many claims will be delayed for months to comply with this 
provision.  It is discriminatory to high value crops and to certain areas of the country.  
Many specialty crops as well as cotton and rice would be greatly affected.  It will also 
discriminate against large farming operations and delay their legitimate indemnity 
payments.  Previous requirements for compliance reviews already addressed high dollar 
losses. 
  
RMA Rule:  RMA has the discretion to act as loss adjuster on high dollar claims. 
  
Concern:  This change has caused companies to delay action on claims that could exceed 
the high dollar threshold until it is known whether RMA intends to conduct loss 
adjustment review.  The net result is that service to the farmer is delayed.  
  
A high dollar claim by its very nature is a sophisticated undertaking.  Traditionally these 
claims are worked by the most experienced members of a company’s adjustment staff.  
Since RMA personnel have not been involved in loss adjustment for many years, there is 
every reason to expect that their work will be less efficient than company adjusters.  
Furthermore, it duplicates a service already provided by the companies.  At a time when 
RMA is concerned with its own budget problems, it does not seem prudent for the agency 
to be taking on additional tasks which are already performed by the industry in a 
satisfactory manner.  Companies have every incentive to work high dollar claims with the 
greatest of care – they have dollars at stake. 
  
7.  Arbitration 
  
RMA Rule:  Any ruling by arbitration can be reversed should RMA determine there is a 
policy conflict.  
  
Concern:  In most cases the Basic Provisions require a farmer who disagrees with the 
settlement of a claim to submit the disagreement to binding arbitration.  Now, if an 
arbitration ruling is made in favor of a farmer and if that ruling involves procedural 



issues, RMA will have the ability to overrule the arbitrator if there was a failure to obtain 
a policy interpretation from RMA.  This rule creates a highly inconsistent policy and 
could result in a loss of faith in the program. 
  
8.  Prevented Planted Acres 
  
RMA Rule:  Once submitted to RMA, no prevented planted acres can be changed, even 
if proposed before the final acreage reporting date.   Prevented planting policy rules are 
very complex; to allow zero tolerance for corrections WITHIN the acreage reporting 
period is extremely restrictive.  
  
9.  Acreage Report Revision 
  
RMA Rule:  Beginning with the 2005 crop year, acreage reports can no longer be revised 
after the acreage reporting date.  
  
Concern:  This is a problem for perennial crops, especially.  Growers both buy and sell 
groves throughout the year, and corresponding additions and reductions to their policies 
must be allowable in this circumstance.  Also, the ability to make revisions is necessary 
in the case of an honest mistake in entering the data or filling out the forms.  Often these 
errors are not spotted until much later, when the Summary of Coverage for the policy is 
printed.  Any revision made currently requires an inspection by the company verifying 
both the correctness of the revision and that no loss has occurred to the crop up to that 
point and prior to the revision taking place, therefore, the potential for fraud is removed.  
Preventing these types of changes denies growers the protection promised by Congress 
when the program was enacted. 
  
Potential effect of the penalty for misreporting acreage: 
  

Producer reports a 116 acre field of soybeans in section 6.  He forgets to include 
25 acres in another tract in the same section where he intended to plant corn, but 
ended up planting soybeans.  When he has a loss on the unit, the production for all 
141 acres is counted, but the number of bushels he is guaranteed is determined by 
the 116 he reported; this effectively penalizes him for under-reporting the number 
of acres on the unit.   
  
For 2005 he has an additional penalty because he under-reported by more than the 
10 percent tolerance.  He has under-reported by 17.7 percent, which is 7.7 percent 
more than the tolerance, so his calculated indemnity would be reduced by 7.7 
percent 

  
10.  Conflict of Interest 
  
RMA Rule:  RMA has submitted a very confusing and vague set of regulations of what 
constitutes a conflict of interest.  For example, if a certain company sells crop 
insurance as well as other insurance products or lends money to a given farmer, 



according to RMA, that is not considered to be a potential conflict of interest.  
However, if a certain company sells crop insurance as well as seed products to a 
given farmer, according to RMA, that is considered a potential conflict of interest. 
  
Concern:  The uncertainty about implementation and consequences of this rule are 
causing companies and agencies to make drastic and unfortunate choices regarding 
participation in the delivery of crop insurance.    
  
Problem conclusion:  These concerns about recent regulatory changes have been 
presented to RMA and are being presented today to ask for your assistance in having 
RMA modify their rules and procedures regarding the handling of misreported 
information and to make other necessary clarifications.   Congress, RMA, approved crop 
insurance companies and crop insurance agents have all worked very hard to increase 
participation and public confidence in the crop insurance program.  The regulatory 
changes included in this presentation are likely to result in a setback due to the harsh 
treatment of common reporting errors made by farmers who reported the information in a 
good-faith manner and will be offended by the treatment afforded them under the new 
policy and procedures.  Without immediate changes to these provisions, most likely there 
will be an increase in complaints to the U.S. Department Agriculture, the Congress and 
state departments of insurance across the country.  Furthermore, the uncertain financial 
climate created by these provisions can inflict considerable harm on the growing 
reputation of the federal crop insurance program as an effective stabilizing force for farm 
and rural economies.  Finally, these provisions very definitely will increase E&O 
exposure and increase it dramatically.   

 



Appendix D 


















































































	The Federal Crop Insurance Program is the Envy of the World
	All Federal Crop Insurance Program Gains Are Now At Risk
	Soybean Rust is a Concern
	Fraud Identification and Control is Improving
	Difficult and Expensive to Deliver
	Justice Department Ruling
	It is Time for a New Beginning



